This annex provides an overview of the enterprise risks associated with the IMF’s
climate-related work during the evaluation period, in the status quo, and how the
recommendations would address them. It also covers the risks associated with the
recommendations and identifies the residual enterprise risks for the Fund associated
with those recommendations. It broadly follows the templates for assessing enterprise
risk provided by the IMF’s Office of Risk Management and outlines risks associated
with the IMF’s climate-related work.

The expansion of the IMF’s work on climate led to potential enterprise risks in several
areas: financial, business, operational, reputational, and strategic. Many of these

risks were discussed and considered by the institution, and mitigation measures were
proposed, throughout the development and implementation of the new approach

to climate.

Reputational and strategic risks. These risks are mainly associated with the Fund’s
level of engagement on climate-related issues. At one end, the Fund could have

fallen short, failing to adequately support members with their needs in this area and
losing the trust of the international community. At the other end, the Fund risked
overextending its mandate and budget. While some internal interviewees were
concerned with the Fund going too far during the expansion phase, the majority
view now is that the streamlining exercise and the shift in the priorities of part of

the membership have tilted the risk toward the Fund reducing its work on climate
related issues to the point of eroding its analytical capacity, which would affect the
provision of services demanded by the membership. Successfully managing these
risks will depend on the Fund’s ability to adjust and adapt effectively as well as
balance members’ priorities and its mandate. A second source of reputational risk
relates to finding a balance in the focus of the Fund’s climate-related work between
mitigation—where the Fund has significant expertise but member demand is lower—
and adaptation—where the Fund has less expertise but member demand is stronger—
to prevent perceptions of imbalance or overreach. As the Fund has broadened its
knowledge of climate-related issues and increased attention to adaptation policies, this
tension has diminished. However, concerns remain regarding inconsistent coverage, a
perceived lack of evenhandedness, and ambiguity about the Fund’s climate role.

Business risks. The novelty and intensity of climate-related work generated business
risks through several channels. The initial limitation of expertise and analytical tools
risked lowering the quality of advice. This risk increased when activities ventured
further from the traditional core areas and coordination with partners, who were to
provide complementary expertise, did not work as expected. These risks were reduced
as the Fund developed its own expertise, better understood its role in the climate
field, and strengthened cooperation with partner organizations. However, unclear
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guidance on macrocriticality and unmet demand
for further tailoring of country work continues to
pose a threat to the quality, consistency, and traction
of climate-related work and advice in surveillance,
lending, and capacity development (CD).

Operational risks. The rapid expansion of climate-
related activities, led by strong demand for surveillance,
lending, and CD, put pressure on Fund operations

and internal processes. Resource constraints were felt
across departments, acutely in some of them, which led
to risks of crowding out. Human capital risks emerged
in the form of uneven workloads, lack of expertise,

and the integration of new hires. Risks also emanated
from the lack of adequate internal structures, planning,
tracking, and monitoring of activities, leading to some
inefficiencies. While the risks associated with human
capital and other resources as well as with internal
structures seem to be reduced by the learning and
rationalization process, operational inefficiencies and
the lack of clarity still felt by staft pose a risk. Resource
constraints, while diminished, are still binding.

Financial risk. While climate-related work generates little
immediate financial risk for the Fund, the adequacy of
the RST lending resources will need to be monitored as
demand for the RSF continues to be high. The interaction
of sustained demand, access levels, and program duration
could elevate risks to accessing the RSE.

The three recommendations mitigate several level-1
enterprise risks, namely in the areas of business,
operational, financial, reputational, and strategic risks

ANNEX 4 | ENTERPRISE RISK MANAGEMENT

associated with the status quo (Table A4.1). Given its
early-stage character, the evaluation does not make
recommendations on the future pace and ambition of the
IMF’s work on climate-related issues, which should be
decided in the context of institutional processes, although
it provides valuable information for those discussions.
While additional recommendations were considered for
this evaluation, the three proposed recommendations
mitigate the most critical risks to the institution. The
magnitude of the residual enterprise risks after the
implementation of endorsed recommendations will
depend on how they are translated into a Management
Implementation Plan (MIP) and how that MIP is
implemented. Mitigation for those residual risks are
therefore outside the scope of this evaluation.

Implementing the IEO recommendations would
generate minor and temporary risks associated

with the transition phase. The implementation

of Recommendation 1 could lead to business and
operational risks derived from operating in a slightly
different framework and from fulfilling somewhat
different requirements. The implementation of
Recommendation 2 may lead to similar risks and,
more specifically, a more efficient RSF may trigger
greater demand for the facility, increasing in turn
the financial risk for the RST. Recommendation 3
could increase operational risks, given increased
demand for coordination across departments and with
partner organizations.



TABLE A4.1. ENTERPRISE RISK MATRIX

Reputational

Strategic

Business

Operational

Concerns about the scope, tailoring,
follow-up, and methodologies used for
the Fund'’s climate-related work across
surveillance, lending, and CD may lead
to questions regarding the quality,
consistency, and evenhandedness of
this work, in turn affecting perceptions
of the Fund's credibility and objectivity.
The Fund'’s reputation may also be
affected by perceptions of under- or
over-responding.

The risk of balancing members’ needs
and demands with institutional priorities
will remain. Surveillance, lending, and
CD may be perceived as not sufficiently
adapting to and addressing the evolving
macrocritical risks affecting members.
These risks could translate into questions
about the fulfillment of the Fund’s
mandate and/or a loss of confidence
among the membership. Insufficiently
timely or relevant support on critical
structural issues could, over time,

affect members’ engagement with and
confidence in the institution.

The macrocriticality of climate-related
issues will continue to be difficult to
implement and there may be deficiencies
in the tailoring and analytical depth

of surveillance. Duration, design,
collaboration, and monitoring issues
can affect the performance of the RST.
The traction and effectiveness of CD will

remain below potential.

Remaining inefficiencies in operational
processes for managing the Fund'’s
climate-related work will affect delivery
and impact across activities.

Recommendations 1, 2, and 3
Implementing the recommendations will
help define the scope of the Fund's climate-
related work, allowing for a better balance
of membership needs and demands. It

will allow for more tailored coverage in
surveillance, a more effective and sustained
RST, clearer consideration of climate-related
issues in Fund lending, and increased CD
effectiveness, to reinforce the credibility and
objectivity of the Fund'’s work.
Recommendations 1, 2, and 3
Implementation of these recommendations
will increase the value added, effectiveness,
and tailoring of surveillance, lending, and
CD, strengthening mandate delivery and
building trust.

Recommendations 1, 2, and 3

By implementing these recommendations,
the Fund will better integrate climate-
related issues into surveillance and capacity
development, allowing for more tailored
country analysis and analytical accuracy.

It will reduce RSF implementation risks
and clarify the integration of climate-
related issues in non-RSF arrangements.
CD's traction and effectiveness will be
strengthened.

Recommendations 1, 2 and 3

Clarifying the scope (in many cases
narrowing), communications, and
delineation of responsibilities will reduce
risks to operational processes and

human capital. Specially, implementing
Recommendation 3 is expected to improve

the integration of processes across activities.

Clarification of the scope

of climate-related work

and quality, tailoring, and
effectiveness may not
completely satisfy members’
evolving needs, especially
considering the early-stage
character of the evaluation and
the relatively recent adoption
of the new approach to
climate-related issues.

The challenge will remain to
continuously align activities
with members’ evolving

preferences and demands.

The assessment of
macrocriticality and the
tailoring of advice will remain
open to criticism, as they

still will be dependent on
judgment, data quality, and
uncertainty. Ownership,
capacity, and political
economy factors will continue
to impact the implementation,
effectiveness, and traction, of
lending arrangements and CD.
As operational demands
evolve, there will be a need
for sustained adaptation of
internal processes, human

capital, and systems.
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